The Other Competitive Advantage

INTRODUCTION

Riding the Political
Memy-Go-Round

Albertans and Canadians are
locked in perpetual debate. The public
discussion about the value of public
services and strong social programs
versus privatization and a greater role
for the private sector in the delivery
of public services seems anever-
ending circle. The two sides inthe
debate ride parallel horsesona
political merry-go-round —each
convinced of their correctness, but
neither gaining a lead over the other.
And consequently, the debate seems
tolead nowhere.

Thereasonis that the two sides
are not speaking the same language.
Those who wantto privatize speak
the language of the free marketand
individualism. Those who defend
public services talk of justice, equity
and equality. They each debate
perched ontheir own horse —one the
horse of marketwisdom and the other
the horse of shared social responsibil-
ity.

Privatizers wants to persuade by
the weight of economic argument --
competitiveness, efficiency and cost-
effectiveness. Defenders of public
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services appeal to shared values,
equality and concern for our
neighbour. Neither persuades the
other, because in effect they are not
really talking to one another.

And throughitall, the publicis
left confused and divided. Workersin
particular feel the brunt of this
confusion. Workers are told that their
jobs and continued economic prosper-
ity depend on privatization and
simultaneously thata commitment to
justice and equality is of paramount
importance. What are they to do?

The Social Justice of
Public Services

The social arguments in favour of
public health care and education,
strong income support programs for
injured workers, families in poverty
and the unemployed and decent
public pensions are well known. They
have beenrepeated manytimes.

Public services are part of
building amore just, more humane
society. They are atool to reduce
inequality and ensure fairness and
justice for workers, their families and
neighbours. Defenders of public
services should never lose sight of the




fundamental moral and ethical
reasons why we struggle to build and
maintain public institutions for the
greater good.

But that is not the purpose of
this booklet.

The Other Competitive
Advantage

This booklet will address the
other piece to the argument—the
economic piece. It will ask if public
services provide an economic benefit
to our society. Do our social pro-
grams contribute to Canada’s
economic prosperity and competitive-
ness?

When a country or aregion
possesses a quality that allows it to
produce something more efficiently,
more effectively or more expertly, it

possesses anadvantage over others.

Ineconomic terms, thisis labeled
a“‘competitive advantage”. For
example, ifa nation has accessto
high quality, low-cost wood, it will
have a competitive advantage inthe
lumber industry. If it has a pool of
experienced computer programmers,
it will have a competitive advantage in
the computer sector.

Normally, economists see
competitive advantage as existing
solely inthe private sector. Econo-
mists also tend to see it as applying
only to corporations and business
interests.

Butthe question needsto be
asked whether public health care,
public education and income security
are also competitive advantages, for
both employers and workers.

In short, does the public delivery
of social programs constitute the
other competitive advantage?
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A PusucHeaHC ARE

Undoubtedly the highest profile
debate in Alberta and Canada has
been around the future of our public
health care system. Most of this
debate has focused onwhich system
is more efficient— public or private.

Advocates of private health care
have touted increased private
involvement as a solution to increas-
ing costs and long waiting lists.
Public health care supporters pointto
Medicare’s ability to provide quality
health care to everyone, regardless of
income.

There has notbeenmuch
discussion about the other piece of
the puzzle. Which system creates an
economic advantage forworkers and

employers?
APrivate-Public Continuum

There are three primary waysin
whichworkers get access to health
care. The government can offer
health services to all citizens through
ahealth care systemfinanced by
taxation. Or the worker can receive
benefits through their employer,
funded jointly by the worker and the
employerthrough premiums. The
third option is to purchase it directly
out of pocket.

The latter two are part of the
private health system. The firstis the
public health care system.

No country inthe industrialized
world has a system that is exclusively
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public or exclusively private. Elements
of both systems are evidentin all
countries. The private-public discus-
sionis adebate about placementon
the continuum. According tothe
OECD the U.S. hasthe most priva-
tized health care systeminthe
industrialized world, with only 46%
of health expenditures coming from
the public system. On the otherend
are Belgium, Denmark, Iceland,
Britain, Sweden and Norway with
about 83% public. Canada falls in the
middle with 70%.

Overall Costs

The firstexamination is how
much each system costs. Countries
with strong public involvementin
health care spend less on health care
than countries where the private
sector has a larger role to play, both
per capita and as a portion of their
economy (Table 1). The U.S. spends
14% of its Gross Domestic Product
(GDP) on health care, or over
$4,000 (U.S.) per person. In compari-
son, Great Britain spends only 6.9%
of GDP and $1,500 (U.S.) per
person. Canada, again, falls some-
where inthe middle.

Australia provides a useful
glimpse into the nature of the two
systems. In Australia, where public
and private hospitals exist side-by-
side, the public-private debate can be
compared directly. Studies have




Table 1: Health Spending, Selected Countries

Country Health Spending Health Spending Public Health S
as % of GDP Per Capita (in U.S.$) as % of Tot

Canada 9.1 1,828 69.7
United States 13.9 4,095 46.4
Belgium 7.6 1,812 87.6
Denmark 8.0 2,574 83.8
Germany 10.7 2,733 77.1
Great Britain 6.9 1,508 83.4
Iceland 7.9 2,177 83.8
Norway 7.5 2,624 82.2
Sweden 8.6 2,219 83.3
Source: OECD, Health Data, 1999.

shown that “Australian public CostSavingsEquals

hospitals were able to treat patients C ompetitive Advantag e

at 91 percent of the costincurred by
private hospitals.” (Willcox, 2001)

One of the reasons for this
increased efficiency is that the private
sector has significantly higher
administrative costs. Private health
plansin Australia average 12 percent
administration, while the public health
insurance program needs only 3.5
percent.

The evidence is quite clear that
public provision of health care is more
cost-effective on the macro-level.
However, proponents of private health
argue that the issue of who pays is
significant. Public health care requires
tax revenue, either income taxes or
payroll taxes, to finance the system.
Itis argued that these taxation
burdens are harmful to the economy
and actasadrag on Canada’s
competitiveness.

The reality, however, is that
public health care ends up costing
both workers and employers less on
their paycheques and payrolls than
privately financed health care. Thisis
borne out by comparing economic
and cost data from Canada and the
us.

In Canada our blend of public
and private breaks down like this.
Hospital, acute care and physician
services are covered publicly for all
citizens —which accounts for the bulk
of health care costs. However, many
employers offer supplementary health
benefits for dental, pharmaceuticals
and other extended health coverage.
Workers without additional coverage
pay out of pocket for things such as
prescriptions.

By contrast, inthe U.S., the
public provision of health care is
limited — offered only to those on
welfare and senior citizens. The bulk
of health care is provided viaem-
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ployer-sponsored benefit plans. There
is awide range of plans available.
Many employers provide only basic
hospital and acute care. Others
provide benefit packages thatinclude
all health coverage, including dental
and prescriptions. Forworkers
without coverage, out-of-pocket
paymentis required for health care.

Public Health Care:
Employer's Payroll Payoff

A study by the Conference Board
of Canada shows that total payroll
costs for health care are more
expensiveinthe U.S. thanin Canada.
“American employers pay 210 2.8
times that of their Canadian counter-
parts for health care benefits.”
(Conference Board, 1999) The study
compared companies in four different
industries with operations in both the
U.S. and Canadato determine the
amountthey paid to ensure health
coverage for theirworkers. The
calculations included payroll taxes
paid toward public health care. The
U.S. sites pay more than twice per
worker for health coverage, and

almost double as a percentage of
their payroll. The results are shownin
Table 2.

The lower employer health costs
in Canada lead to an overall cost
advantage for Canadian products.
Industry Canada found thatinthe
automotive sector, the labour costs
for cars builtin Canada are 30%
cheaperthanthe U.S. (Graph 1). The
majority of this advantage is due to
lower health costs. In Canada, health
benefits costs are 41% of U.S. costs
($4.03 per hour compared to $9.82
per hour). (Industry Canada, 1998).

Thesefigures have been con-
firmed more recently by the Canadian
Auto Workers union. Using informa-
tion provided by the big three
automakers, the CAW calculates that
Canada’s hourly labor costs are $6 an
hour cheaper due to our public health
care system.

The primary reason for this
differential is that public health care
picks up the cost of hospital and
acute care and physician services
through taxation. This shifts the cost
ofthese services from the employer’s
payroll to the public at large, at much
costsavings.

Table 2: Corporate Health Care Costs, Canada and U.S.

Company/Industry Canadian Canadian U.S. Sites U.S.!

Sites Sites $/Employee % Pa
$/Employee % Payroll

Business Service 3,306 8.09 7,493 16.

Pharmaceutical 6,505 13.84 12,457 20.

Auto Manufacturing 13,626 22.82 27,658 34.

Information 5,794 14.49 15,045 29.

Technology

Source: Conference Board of Canada, 1999
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Figure 1: Comparison of Assembly
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Employersin Canada pay slightly
more intaxes than American compa-
nies for health care, but that cost is
more than offset by substantial
savings on health care premiums.

Inthe U.S. in 1998 the average
monthly premium for employer-based
health coverage was $178 for singles
and $460 for family coverage. (Gabel
etal, 1999). Since then, premium
increases have ranged between seven
and 11 percent each year, making
estimates of current premium levels
close to $600 per month for family
coverage.

In Canada, employers only pay
$93 amonth on average for extended
health benefits. While they pay
slightly more inincome taxes than
their American counterparts, the
overall cost savings to Canadian
corporations is substantial.

Canadian companies are getting
areal deal out of health care.

TheWorker's Advantage:
LessOut-o-Pocket

Workers also fare much better
financially under a public health care
system. In most private health benefit
plans, the employeeis expected to
pay a portion of the premium. There
are also things such as deductibles
and items not covered under the plan.
For these things, the worker picks up
the tab, either directly out of their
pocket, or as a deduction on their
paycheque.

And here, Canadianworkers are
atthe advantage. In Canada, the
average worker with an extended
health plan pays $21 a month in
premiums for single coverage and
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$53 a month for family coverage
(Conference Board, 1996). Inthe
U.S. the comparative figures are $36
for single and over $150 for family
(Gabel etal 1999).

And the expenses don'tstop
there.

The average American household
spends $1959 per year on health
expenses, notincluding employer
premiums and payroll taxes. (U.S.
Bureau of Labour Statistics, 2001).

Incomparison, the average
Canadian family spends $1152,
including health care premiums, which
constitute about 30% of expendi-
tures. Deducting this amount, the
comparable Canadian figure is about
$806 per year.

Taxes, of course are also a health
costtoworkers. Canada does have
slightly higher income tax rates than
the United States. The difference
ranges between 0.5% and 6.5%

depending on which state or province
the worker lives in (Conference Board
1999). It should be remembered,
however, that only a portion of
income taxes goes to health care, so
only a portion of the difference can be
attributed to health care.

Many pointto Alberta’s health
care premiums as a cost to workers,
or sometimes theiremployer. This
costis notinsignificant, at $88 per
month for a family -- an amount
recently increased by the Klein
government as part of its plan to
increase the private sector’srole in
health care. This health care flat tax
should not be discounted as a costto
workers.

Most provinces do not have
premiums, although some, suchas
Ontario have small payroll taxes.

However, U.S. workers have
nothing to grin about. Inthe U.S.
workers and employers musteach pay

Figure 2: Out of Pocket Health
Expenses, Average Worker
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Table 3: Health Outcomes, Selected Countries

Country Female Life Male Life Infant Mortality
Expectancy (years) Expectancy (years) (per 1,000 live k
United States 79.5 73.8 7
Canada 814 75.7 5
Sweden 82.0 77.4 3
Great Britain 79.8 74.8 6
Germany 80.6 74.4 5

Source: U.S. Census Bureau, 2000

1.45% of gross income (3.9% total)
to Medicare in the form of a payroll
tax. Medicare is the public health plan
for seniors. Foraworker earning
$50,000, this would cost them and
their employer $82 each per month,
for a total of $164 — a figure higher
than Alberta’s newly increased
premiumlevel.

Sowhile Albertans have to pay a
small portion of our annual health
care budget, Americans are required
to pay to ensure there is health
coverage for themwhentheyretire.
Andthe cost ofthe U.S. systemis
higher than Alberta’s arrangement.

Workers end up saving money
under a public health care system.
Something that is a nice bonus to the
security of knowing that universal
health care is available.

Paying MoreforLess:
Paying LessforMore

So, Canadians are paying less for
our health care than Americans. And
private health care costs more than
public health care. Butthisis only
part of the story. Maybe Canadians

are receiving lower quality health
care. Orless of it. This is certainly an
argument made by advocates for
privatization, that private health care
delivers better health care.

A competitive advantage is not
simply producing a product cheaper.
It can also be producing a better
quality product. To measure whether
public health care truly delivers a
competitive advantage to Canada, we
need to examine if public health care
systems are capable of delivering a
similar level of quality for a lower
cost.

Of course, health careisnota
product like VCRs. Itis nota simple
matter of comparing products and
determining which is better, but there
are some tools which can help us
determine if public systems consis-
tently produce good healthin
comparison to private health care.

Health Outcomes

One possible measure is howwell
each system delivers good health.
When comparing some key health
outcomes, such as life expectancy and
infant mortality, the United States
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lags behind nations with a greater
portion of public health care spending
(Table 3).

Of course, health outcomes are
the result of a complex web of socio-
economic and environmental factors.
U.S. outcomes could very wellbe
lower due to other factors, including
environmental quality and income
inequality. Itis likely a combination of
causes. But as we discover below, itis
likely that some of these factors are
linked and that the nature of who
receives quality health care inthe
systemis a key factor.

Ultilization

When one examines howthe
health systemis used, one quickly
discovers that Americans use their
health system differently than
countries with stronger public health
involvement.

“The likelihood that a patient will
be hospitalized is about average
among developed nations; butonce
admitted, the U.S. patient on average
will likely be subject to strikingly more
intensive treatment and will be sent
home much faster than anywhere
else.” (Aaron, 1991.: p. 82). Despite
early release, U.S. expenditures per

hospital bed and per patient-day are
much higher than other industrialized
countries, due mostly to the intensity
of the treatment while in hospital.
Table 4 shows the gap between the
U.S. and other, more public, nations
in hospital stays.

Itis likely thatthe U.S. systemis
under greater pressure to move
patients in and out of hospital quickly,
due to the higher cost of a hospital
bed. Since this datawas published,
hospital stays have dropped signifi-
cantly in Canada, but similar trends
are also foundinthe U.S., creating
the likelihood that similar differences
still exist, although slightly narrowed.

Longer stays in hospital do not
necessary mean a patientis receiving
more care, butdo indicate an
important difference in medical
approach. The U.S. private system
puts priority on high technology,
higher intensity procedures, which
also come with a much higher price
tag. Combined with the level of health
outcomesinthe U.S., there is some
reason to speculate whether the high-
priced fancy procedures are worth the
extra cost.

While some may feel that newer
technology is a good thing, itis
equally possible that much of the

Table 4: Average Length of Hospital Stay (Number of Days)

Country Prostate Cancer Pneumonia Hip Fract |
United States 7.2 7.8 14.2
Canada 17.0 16.8 32.9
Sweden 13.6 10.8 15.3
Great Britain 13.0 39.9 29.7
Australia 12.4 11.6 25.2

Source: Aaron, 1991.
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drive for new innovation is revenue
related: higher fees can be charged
for new procedures, evenifthe
medical benefit of the new procedure
may be marginal.

Comprehensiveness

How much health care is pro-
vided for the dollar is an important
measure of asystem.

Aswas noted earlier, the U.S.
system is a grab bag of employer-
based policies, individual coverage
and public delivery for select popula-
tions (welfare recipients and seniors).
This means awide range of what
individual American workers receive in
health benefits.

Canadacoversallacuteand
physician services, with some prov-
inces also picking up pharmaceuticals.
Other nations, such as Swedenand
Germany offer prescription, dental
and other medical services under their
public health delivery.

When taking into account the
added comprehensiveness of many
nations, the expense ofthe U.S.
systembecomes even more stark.

While in most nations, acute care
and hospital stays are ensured, the
U.S. is not so uniform. Medicare, the
public program for seniors has a
maximum 90 day hospital stay
lifetime. 30% of private plans have a
lifetime maximum for health benefits
of $750,000 or less. (Aaron, ibid.) At
U.S. rates, a short hospital stay can
quickly eat up such a maximum.

Only 12% of employer health
plansinthe U.S. offer presciption
drug coverage, comparedtoa
majority of Canadian extended health
plans. 13% of plans in the U.S. cover
only basic acute care, whichis
universally accessible in Canada.

In addition, 47% of American
health plans have a deductible of
more than $150 for health services.

The growth of Health Manage-
ment Organizations (HMO's have
increased from 4% of all plansin
1977 t0 27% of plans in 1998) in
the past decade hastightened the
limits to U.S. coverage even more.
Patients are now often limited by their
insurance company inwhat drugs
they may purchase and evenwhat
doctorsthey see.

For the extra cost employers and
workers pay for healthinthe U.S.,
they receive lessin return than what
Canada and most other nations offer
through the tax-based public system.

Whois Served

The mosttelling part of a private
health system in comparison to public
health systems is the distribution of
whois served. Much has been said of
the forty to fifty million Americans
who have no healthinsurance of any
kind. Forthese citizens, health comes
100% out of pocket, or—more likely
—notatall. But the story goes much
deeper.

17 million of those uninsured are
workers. 15% of full-time workers
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and 22.4% of part-time workers have
no insurance coverage, despite being
gainfully employed. (Journal of
Accountancy, 2001).

And an additional 20% of
workers do not receive the entitle-
ment of coverage provided by their
employer—mostly because they
cannot afford the premiums and
choose to decline eligibility. In total it
is estimated that only 60% of
workersinthe U.S. are protected by
health insurance. (Gabel, 1999).

Looking at socio-economic
differences tells a more dramatic
story. Lowincome earners were twice
as likely to be uninsured than higher
income workers. Only 34% of
workers who did not have a high
school diplomahave insurance
coverage. Blacks are more likely to be
withoutinsurance, and Hispanics are
three times as likely as whites to be
without coverage. Younger workers
andwomen are also less likely to have
coverage. (Aaron, 1991).

Health insurance in the United
States is heavily weighted in favour of
those with money and education. But
itis not only the U.S. In Australia,
where citizens can purchase optional
private insurance coverage, 70% of
higherincome earners optinto the
private system, while less than 20%
of lower income earners do so,
despite the existence of a government
subsidy for doing so. And for those
who optin, there is speedy access to
the more expensive private hospitals.
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TheEconomicsof
Restricted Access

How is this an economic argu-
ment? Itis economic ontwo levels.
First, a worker without adequate
health coverage isaless secure
worker. This has two effects. The
worker is less likely to spend money;,
needing to hold some savings back to
cover medical costs. This draws
money away from active circulation,
where it can be usedto purchase
goods and services, thereby strength-
eningthe economy.

Thatuninsured worker is also
likely to forego treatment of minor
ailments or not take advantage of
early intervention. In other words,
they will not go to the doctor if they
can avoid it due to the cost of the
visit. This approach to health care can
lead to a greater level of sickness
later on. Italso plays outin the
statistics. While the U.S. asawhole
has lower rates of absence fromwork
duetoillness, lower income workers
are more likely to miss work than
Canadianworkers.

The second economic argumentis
the issue of value for dollar. The U.S.
system costs approximately 50%
more to operate than the Canadian
system. And for that, only about
60% of the workforce is properly
covered. This kind of differential in
benefit per dollar is a clear indication
ofinefficiency and wastefulness inthe
system. Dollars going to health care




inthe U.S. are freed up in Canadato
be putto more productive use --
giving Canada an advantage.

Going Public Buildsthe
Boomamy

Private health care deliversless
for more money. By maintaining a
strong public presence in health care,
Canada gives itself a competitive
advantage over our neighbour to the
south. Our labour costs are cheaper
and both workers and employers pay
less out of pocket for health care,
evenwhenincluding the tax burdenin
the calculation.

Public health also uses the dollars
more effectively, ensuringamore
broad based accessto health services.

Andwhile Canada hasaclear
advantage over the U.S. economically
due to our health care system, itdoes
not mean that there is nothing more
we can dotoincrease that advan-

tage.

The private piece of our health
care pieis eating up increasingly
larger amounts of money. The cost of
employer-based health care plans
increased 26% in five years in Canada
(Conference Board of Canada, 1997).
Prescription drugs —the most private
dominated portion of Canada’s health
system—increased 41% per capita
between 1995 and 2000, and have
increased six fold since 1980. Thisis
by far the fastest rate of growth in
health spending (CIHI, 2000).

While many inthe media talk
about the unsustainability of Medi-
care, public expenditures have
remained approximately flat during
the pastten years. The area of
growth has been in private health
spending.

If Canadawants to increase our
competitive advantage, we need to
find ways to lower the portion of our
health system that s privately
operated and financed. Private health
care is a brake on our economic
engine, slowing down the rate of
economic growth.
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B PusucE pucation

While Canadians have been pre-
occupied with the raging debate over
private health care, a more silentand
equally concerning drift has occurred.
In education, privatization and the
use of the private sector to educate
our children and adults are growing.
The calls from some quarters for a
parallel private school system have
been building. And while they haven't
made front page news like in health
care, the results could be justas
serious.

The challenge to public education
in Canada does not seemasimminent
to many Canadians. A small private
education system has always existed
in our country, but has never ap-
peared to be athreat to the strength
and stability of the public system.
While this is somewhat true, there is
agrowing industry of private educa-
tion taking hold, and it is important
to take stock of its economic impact.

When talking education, itis
important to distinguish between
childhood education (the primary and
secondary school system), and
advanced education—the post-
secondary system of colleges and
universities. They are all broadly part
of the education system, but coun-
tries tend to treat each portion of the
system differently.
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The Public-Private
Continuum

Asin health care, no education
system in the world is exclusively
public. There is some element of
private involvementin every system.

When a country operates a public
education system, tax dollars are
utilized to build and finance the
infrastructure and programming for
schools and post-secondary institu-
tions. On the other hand, private
involvement can come in three forms.
Awhole private school system can be
setupin parallel to the public system,
whichis the case with private colleges
inthe U.S. and religious-based
schools in Canada. Or the private
sector can take over one portion of
managementofthe system, suchas
the construction of new schools or
the administration of a school. This
also occursfrequently inthe U.S. The
private entity may receive public
subsidy for these roles, or may be self
financing through tuition and other
fees.

The third private involvementin
education is the direct payment from
students for education in a public
facility. In other words, tuition. This is
the case in Canada for post-secondary
institutions. This is considered private
financing because the cost of the
service is expected to be borne by the




receiver of the service, Table 5: Public Education Spending as
andisthereforeaformof  Percentage of Total Education Spending

privatization.

Table 5showsthe Country Public Education
relative portions of public _ Spending (%)
and private expenditurein | United States 75.4
educationacross selected Australia 76.7
nations. Finland and Canada 83.1
Sweden top the list of gvevr?riea?k gg 2
public education, with Netherlands 9 1' 5
99.7% and 98.6% of alll German 78.9

) y .
fur!ds coming from and Austria 92.4
going to the public . Finland 99 7
system. Atthe opposite Source: OECD, 2001

endis United States at

75% and Australia at

76.7% public. Canada falls toward
the bottom end at 83.1% public
expenditure.

It becomes clear that no industri-
alized nation has a predominance of
private involvementin education.
Countries with lower levels of public
involvement have small but noticeable
private parallel primary and secondary
schools. The largest difference,
however, is due to the existence of
tuition at the post-secondary level.
Sweden, Finland and other countries
charge no tuition to students for
advanced education, substantially
lowering private involvement.

Unlike in health care, thereis no
discernable patternin how private
involvement affects overall costs of
the system. Sweden, U.S. and Canada
all spend about similar amounts for
education in total.

The Economic Value of
Education

“Education is aninvestment”is a
common political refrain in all
countries. Education istouted as a
way to build economic value and
strength through a well-educated
workforce. The studies on the matter
demonstrate this clearly.

Starting in early childhood,
investmentin quality child care for
pre-school children helps strengthen
academic performance. Kidswho
attend child care perform better upon
entering school than kids who were
notin child care (Cleveland &
Krashinsky, 1998). Other studies
have shown that Headstart programs,
which target young children from
vulnerable and at risk families, return
$7 in economic and social benefit for
every $1 spent on the program
(ESPC,1995).
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Ahigh school education also has
clear economic advantages. The total
annual return on public dollars spent
to educate a student to the end of
high school is 33.4% for men and
38.5% forwomen (Vaillancourt,
1995). Similar gains have been found
for money spent on university
education.

The primary reason for this is
that education brings with it higher
wages for the individual, and the
capacity to support higher skill
employmentfor society. This raises
the level of tax revenue and lowers
social costs such asincome security,
criminal system and other areas.
Figure 3 shows the income growth
that comes with education.

The economic gainis particularly
pronounced forwomen, and higher
education levels are identified as one
of the key reasons for the shrinking
wage gap between menandwomen.

U.S. studies have shownthat due
toincreasing education levels since

1960 the American economy, as
measured by the Gross Domestic
Product (GDP) is 18% larger today
than if those education levels had not
occurred. (Saxton, 2000)

Childhood Education: The
Costof Going Private

Most of this value has been
attained by the public education
system. Proponents of privatization,
however, argue that private schools
can deliver better results for less
money. They claim that the private
sector can be more efficient at
delivering quality education.

Evaluation of private education in
Canada has been fairly minimal, given
the relatively small size of our private
school system. However,inthe U.S.,
which has alarger private school
sector (in 1993, 9% of studentsin
the U.S. attended private school),
there have been some thorough

Figure 3: Average Income Level, by Highest
Education Attainment
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Private School

Public School

for-profit corpora-

Source: American Federation of Techers, 1998

comparisons of the two systems, and
the public system comes out on top.

The first difference that must be
noted is that different types of
students attend private school.
Private school students are far more
likely to be white and come from
higherincome families. Children from
homes that earn more than $50,000
are five times as likely to attend
private school. Conversely, low
income children are sparsely repre-
sented. Black and Hispanic students
are small minorities of private schools
(National Center for Education
Statistics, 1997).

The likely reason for this disparity
is the fact that private schools charge
an average of $3,100 in tuition per
year. Many also receive taxpayer
funding as well. In addition, they are
also usually located in upper-middle
class neighbourhoods. The two
factors combine to make private
schoolsinaccessible for lowerincome
families.

tion with the goal of
running 1,000 for-
profit schoolsinthe
U.S.through
contracts to school boards. It
currently operates 25 schools. The
American Federation of Teachers
(AFT) has conducted a thorough
analysis of the project, and concluded
that Edison costs significantly more
per pupil to operate than comparable
publicly operated schools. Figure 4
shows that Edison costs 16% more
than a public school inthe same
district. And Edison has fewer special
needs students than public schools.
Edison has to subsidize each of its
schools through corporate donations
and deficit financing.

..And Getting Less

Private school students do not
perform any better than public school
students, despite all the supposed
advantages of less diversity, no
special needs kids and extra corporate
funding. The AFT study finds thatin
most Edison schools, students
perform poorly in comparison to
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similar story.

Under

Pinochet, Chile privatized its educa-
tion system by issuing “vouchers” to
families, who could then purchase
education atany school they chose,
private or public. Despite the fact
that mostly higherincome families
opted for private schools, private
school pupils score lower on national
achievement tests than public school
pupils (Carnoy, 1996).

One reason for this discrepancy
is that public school teachers tend to
be better educated and receive more
professional development during the
year than their private school
colleagues. Public school teachers
alsoreceive higher salaries than
private schools (Figure 5).

Theresultis that teacher
turnover in private schools is substan-
tially higher than public schools. More
stable, better educated teachers
results in higher quality education.

Public schools deliver higher
guality education at a lower cost than
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private education. In other words,
public education is the most effective
way to deliver the economic benefits
that arise from education. Public
schools provide a competitive
advantage to countries that rely on
them.

ThePost-Secondary
Question

What about post-secondary
education? Does the private sector do
a better job of educating our adults?
Post-secondary educationincludes
universities, colleges and technical
institutes.

Canadaagain remains predomi-
nantly public in our post-secondary
system. However, a growing sector of
private institutes and colleges plays a
role in our system.

Due to alack of standardized
measurements, it is difficult to
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whether private

or public $25.000

Figure 6: Average U.S. College Tuition
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quality. However,
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income levels
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tiveness suggest

that public $0
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Private
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equally capable
of educating and
training adults as
their private counterparts, and
possibly better.

Where there is a clear difference
isin cost. In Canada, private, for-
profittrade institutes charge more
than double in tuition than public
institutions. Inthe U.S. where the
network of private colleges and
universities is well-developed, private
tuition is almost 300% higher in
private colleges (Figure 6).

Of course, public colleges receive
tax dollars to fund a portion of their
operations. But, public institutions
tend to have lower overall expendi-
tures than private institutions. This
savings is due mostly to lower
administration costs and the lack of a
need for profit.

Public colleges and universities
offer a greater value to the individual
student, through lower tuition, and to
society as awhole through lower
overall costs.

Source: National Centre for Education Statistics, 1999

The Real Price of High
Tuition

Tuition is a form of private
funding for education. Asking
students to pay a portion of their
education costs may seemreasonable
onthe surface. After all, they will
receive a sizeable economic benefit
from their education, so itis fair to
ask them to pay for some of the cost.

Setting aside for the momentthe
fact that these students will be paying
for the cost down the road through
higher taxes, there is a clear eco-
nomic argument against high tuition
COsts.

In the past 10 years, tuition in
Canadaand Alberta has tripled.
Studentdebtloads have increased
proportionately. The cost of afour
year bachelor's degree can now earn
astudent a debt load of over
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$30,000.

Thisincreaseincosthashada
directimpact on the accessibility of
post-secondary education. Forthe
pastthree decades, Canada has had
the highest levels of enrollmentin the
world. This has clearly worked to our
economic advantage. However our
participation rates have been drop-
ping. Tenyears ago, atany one time,
7.1% of adults were enrolled in some
form of post-secondary education.
This figure was almost twice most
OECD nations (Conference Board of
Canada, 1999).

However, participation rates are
now under 5%, a drop of 30%. At
the same time, every other nation,
exceptthe United States, has seenan
increase in their participation rates.
This drop is due to the growing cost
of post-secondary education. Fewer
students can afford to attend.

The drop in participation rates
are not evenly distributed across all
socio-economic levelsin Canada. Two
recent studies in Ontario found that
participation among low income
familes dropped 40% to 50% when
tuition increased in the 1990s (CFS,
2001). As the cost of education
increases, institutions increasingly
become enclaves for the wealthy and
privileged.

What kind of economic impact
does this have? Ifthe access to higher
education is restricted to a smaller
segment of society, the economic
benefits from that education — higher
wages—becomes restricted to that
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small segment. This has two effects.

First, it decreases the overall
ability of our workforce to reflect new
economic needs. Jobs demanding high
education levels will become increas-
ingly difficult to fill and lead to a
“dumbing down” of our entire
€conomy.

Second, the overall tax windfall
from the higher wage levels will be
reduced. Governments will earn less
revenue, placing greater pressure on
other public services. By opening
post-secondary doors wide, the
economic spin-off grows. By restrict-
ing access, as has beenthe casein
Canada during the 1990s, we choke
off some of that economic prosperity.

The Advantage of Strong
Public Education

The economic argument for
education is never doubted. Butthe
economic advantage that comes with
strong public education is equally
clear. Public education costslessto
operate and produces competitive to
superior levels of quality. If our goal is
to maximize the advantage that
comes with education, then clearly
the route is through a well-financed
public education system, atelemen-
tary, secondary and post-secondary
levels.

Unfortunately, our public
education system has beenunder
stress during the past decade.
Underfunding and rising individual
costs have strained the effectiveness




ofthe system. We need to reverse
this trend if we are to ensure contin-
ued economic advantage inthe
future.

Fortunately, the private sector
has gained little more thanasmall
toehold in the education field meaning
there is still time to correct the errors.
Obviously, the first solution is
enhanced funding for all levels of
education. The tax windfall down the
road will more than pay for any
financial outlay today.

Reductionand possible elimina-
tion of tuition and other individual
direct expenditures has a strong
economic argument. Higher individual
costs dampen accessibility and
weaken the economicimpact.

Also, other nations, such as
Sweden and Finland, provide post-
secondary education tuition-free. Tax
dollars fund the entire operating costs

of universities. While in Canada such
apolicy would create a hue-and-cry
from fiscal conservatives, these
nations have found away to create
an economic advantage over Canada.
Theirworkers are educated inthe
most cost-effective way possible,
minimizing costs and maximizing
benefits. And, in effect, the students
of today who receive a free education
will pay for the tuition of tomorrow’s
students, and thereby “contribute”
their portion.

Itis a decision of how long term
we are prepared to look. If we choose
to look down the road atthe eco-
nomic advantage that comes from
widely-accessible, affordable educa-
tion, we stand to reap substantial
benefits. A more short term outlook
saves us money today, but will cost us
significantly in the future.
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C INCOMESECURITY

One of the realities of being a
worker inamarket economy is
income insecurity. Unemployment,
layoff, disability, wage reductions all
are very real possibilities from day to
day for workers. To balance this
inherentinsecurity, governments
around the world have traditionally
played an active role in providing
some level ofincome supportto
workers. This support comes in many
forms and in widely varying degrees
of benefitlevel.

Inrecentyears, calls for a scaling
back of these income security
programs have dominated the political
agenda, taking effective and strong
hold in mostindustrial countries.
Benefits have beenreduced and rules
made more punitive and demanding.

When countries cutback on
public programs designed to provide
income supportto low income or
unemployed workers, this can be seen
as a form of privatization. With

income security programs, funds
allocated from tax revenue or payroll
deductions are used to support
individual workers and citizens in need
of assistance. Whenthese are scaled
back, the individual is required to find
other forms of assistance, or go
without. That support may take the
form of drawing on savings, mortgag-
ing their home, relying on family or
friends, turning to charities or food
banks, or other more desperate
measures suchascrime. Allarea
form of private income security
provision.

The level ofincome support
provided to workers in need varies
widely between nations. Many nations
provide comprehensive social assis-
tance. Thisrange is shown in Table 6.
Scandinavian nations spend between
9% and 10.5% of GDP on income
support to the working age popula-
tion. Atthe other extreme isthe U.S.
at2.4%. Canadais belowthe OECD

Table 6: Income Support to Working Age Population, Private

and Public
Country Public Income Private Soci i
Support (% of GDP)  Spending (% of
United States 2.4 8.6
Canada 5.2 4.5
Sweden 9.4 3.0
Denmark 10.0 1.3
Finland 10.4 1.8
Great Britain 6.5 4.0
OECD Average 5.8 --

Source: OECD, 2001

ome Ae




averageat
5.2%
Tre

Figure 7: Eligibility for Unemployment
Insurance (% ofunemployed workers)
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spentinthe
nation by
individuals,
charities and
other private entities on social
assistance purposes. Itisaninverse
picture of public support. The U.S. is
by far the highest at 8.6%, and
Denmark the lowest at 1.3%. Canada
falls on the higher end at 4.5%.

The range of models and pro-
gram designs that nations use is
bewilderingly diverse. The diversity
makes a full discussion of income
security models impractical for the
limited space available here. Asa
result, we will limit the discussion to
the three income security strategies in
predominant use in Canada: unem-
ploymentinsurance, welfare and
minimumwage.

1. ElTheFadingEconomic
Stabilizer

Canada’slargestincome support
program is the Employment Insurance
Program (EI). It pays qualified
unemployed workers a percentage of

Source: Canadian Labour Congress, Bureau of
Labour Statistics, 2001

their previous wage income fora
limited period of time. Itis intended
to soften the impact of short and
medium term unemploymentand aid
re-employment. Itis funded through
jointemployer-employee payroll
contributions.

El premiums and benefits have
long been the focus of debate around
economic effects. Those calling for
cutbacks (privatization) state that the
payroll contributions are “job killers”
and that the benefits structure
distorts natural market tendencies,
creating intentional unemployment
and suppressing worker relocation.

Defenders have traditionally used
social justice arguments to bolster
support for EI. However, economic
evidence s persuasive thatthe
existence of a strong El program has
anet positive effect on the economy.

Here, however, we should pause
to point out that El has been dramati-
cally altered in the pastten years.
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Two rounds of reforms have dramati-
cally reduced the scope and coverage
of El, leaving it much weaker than in
the 1980s. Benefits have been
reduced and the number of unem-
ployed workers eligible to receive
benefits has plummeted. The name
has even been changed fromUnem-
ployment Insurance to Employment
Insurance.

Thereforms have beenso
profound, that itis necessary to see
Canada as possessing two unemploy-
mentinsurance regimes. The first
existed up until the 1990s. The
second is the one in place today.

This divisionis heightened when
one compares Canada’s systemtothe
U.S. system. The U.S. hasaninsur-
ance program similar in design to
Canada'’s, although it has traditionally
been much narrower inits scope and
lower in benefit entittements.

Canada’s new El systemlooks
very much like the

workers.

The same holds true for benefit
levels. The U.S. system pays about
50% of the worker’s previous wage.
Canada used to provide 60% replace-
ment, but has dropped that figure to
55%. The maximum number of weeks
in each country is also similar.

The cost of each systemis also
similar. Premium rates have dropped
in Canada, and are now aboutthe
level of the U.S. (Figure 8).

Itis clear Canada intended to
harmonize our unemployment
insurance program with the U.S. And
they appearto have succeeded.
However, we may have harmed our
country’s economy in the process.

Softening the Bumps

Ul was often criticized on two
fronts. First, the cost of the system

U.S. system.
Figure 7 shows
the percentage of
workers eligible 5

Figure 8: Unemployment Insurance
Premiums (Employee and Employer -

% of earnings)

forunemployment
benefits underthe 4
three systems.
Theoldsystem
(called Ulinthis
booklet) achieved
almostuniversal 1
coverage, while

the U.S. and new 0
El system pay

Canada

U.S. (average)

benefits to asmall
fraction of

Source: Government of Canada; U.S. Bureau
of Labour Statistics




reduced the number of jobs inthe
economy and second that it created
incentives for workers to remain
unemployed, rather than find work.
Upon examination, neither argument
holds up.

Studies by Human Resources
Development Canadaexamined Ul's
impact on the recessions of 1981-82
and 1990-91. They show that the Ul
system before reforms was highly
effective at stabilizing the Canadian
economy. Infact, the existence ofa
system with wide eligibility saved tens
of thousands of jobs during the two
recessions. (TABLE 7) The end result
isthat the recessions were less deep
and shorter than if Ul had not been
available.

The flip side is that during boom
years, the existence of Ul does slow
the economy slightly, but the job
saving effects during recessions
outweigh any lost potential during
boomtimes.

Infact, one HRD study demon-
strated that the Ul program was the
most effective method for stabilizing
the economy. Tax reductions and
other transfers have a much lower
effect, or no effect.

The studies also comparethe
performance of Canada’s pre-reform

Ul system with the U.S. systemand
found that “the Ul system in Canada
has a significantly larger stabilizing
effect than the Ul systeminthe
United States.” (Dungan & Murphy,
1995; p. 34) In other words,
Canada’s unemployment program
worked far more effectively than the
American system, making Canada’s
recessions shorterand less severe
thaninthe U.S.

This datais, of course, pre-
reform. Itis unlikely that our El
system today would be as effective.
The mainreason the former system
worked so well at economic stabiliza-
tion was its wide-reaching effect.
Most unemployed workers were
eligible. Today, very few are eligible,
meaning, there can be less stabilizing
influence.

Lower benefits also lessenthe
economicimpact. Athird HRD study
showed that consumer consumption
falls when Ul benefits are cut. If UI
benefitlevels are dropped “from 60
percent to 50 percent, consumption
drops by between 3 percentand 6
percent. ... The more importanta
claimant's income is to the household,
the greater the fall in consumption.”
(Browning, 1995; p. 32) Less

Table 7: Total Employment, With Ul Program and Without Ul

Program
1981/82 Recession 1990/91 Recessi |
With Ul 10,675,000 12,240,000
Without Ul 10,631,000 12,219,000
Jobs Saved 44,000 30,000

Source: Stokes, 1995-
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spending by families intensifies the
recession.

Elreforms have lowered the
positive impact unemployment
insurance can have onthe economy,
and eliminated any advantage Canada
held overthe U.S.inthisarea. Ulisa
competitive advantage lost.

Riding the Ul Gravy Train?

Analyses of economic data
debunk most of the stereotypes about
unemployed workers and the “gravy
train” of Ul. Quite the opposite; Ul
actually assisted in the search for new
work.

A comparison of unemployed
workers shows that Ul recipients are
out of work for a shorter period of
time and spend more time looking for
work than non-recipients. “When not
working, non-recipients spend little of
their time searching for work, while
the opposite is true for Ul recipients.”
(Card & Riddell, 1996; p. 19) Ul
doesn'tdiscourage job searches, it
encourages it. This is likely the result
of the added financial security arising
from benefits, as well as the explicit
job search requirements under Ul
rules. As a result, unemploymentis
shortened.

Additional evidence is found in
the lack ofimpact of the El reforms
on length of unemployment. Average
duration of unemployment has not
decreased since the El reforms.
Duration of unemploymentis cyclical,
following the unemployment rate.
Duration is no shorter today than it
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was in equivalent years inthe 1980s.
Interestingly, Ul recipients find
employment at higherwage levels
than non-recipients. They are also
likely to find employment at arate
higher than their previous employ-
ment. This has the effect of Ul
partially paying for itself through
higher payroll contribution revenue.
Researchers have alsofailedto
find evidence that workers aim to
work the minimum number of weeks
to be eligible for Ul benefits and then
quit. Workers are no more likely to
become unemployed at the threshold
level than before or after that magic
number.
In hindsight, all the reasons why
Ul had to be reformed have ended up
being phantoms. They don'texist,
meaning Canada has shrunkits
unemploymentinsurance scheme for
no good reason. The only measurable
effect of the reforms is that fewer
workers are covered, and thatit is
now less effective at softening the
impact of an economic downturn.
Another approach to unemploy-
ment reform might be to look across
the ocean at Europe. European
nations have adopted different
strategies for bolstering employment
and ensuring economic security.
France has reduced the workweek,
leading to measurable increasesin
employmentrates. The Dutch
reformed their tax and income
security system to encourage alterna-
tives to layoffs — job sharing, shift
reductions and part-time employment.
The result was that economic down-




tumns have been softened and
shortened. Other nations, such as
Sweden, are far more aggressive at
worker retraining and education—
using the time on unemployment to
build their skills and make them more
marketable.

The U.S. modelis amodel of
privatization. Canada should be
looking at ways of restructuring its
public commitment to unemployment
insurance to enhance its economic
effect, not eliminate it.

2. SodaAssistance

Social assistance, more commonly
known as welfare, is the weak sister
ofincome security programs. In
North America benefit levels are low,
recipients are criticized and stereo-
typed. There are regular calls for
lowering benefitlevels and making
assistance harder to get. Work-for-
welfareis

line. Figure 9 shows how benefit
levels compare to the poverty line in
Alberta. The U.S. is comparablein
their rates. Comparisons to European
countries is difficult because most use
adifferent structure and model for
theirincome security programs.

Social assistance should notbe
seenmerely aswelfare cheques.
Housing assistance, which has been
cutbackinthe pastdecade, and
medical and other support should also
beincluded. Social assistance is also
capable of providing more active
forms of support, such as training,
education and job search assistance.
Itis in the area of housing and active
support that Canadaandthe U.S. fall
far behind European nations.

Proposals calling for reduced
benefits and work-for-welfare can be
seen as aform of privatization, as
their goal is to reduce the level of
public supportfor citizens in need and
to shift the individual's income to
private sources.

commonly
suggested ] ] _
asa Figure 9: Social Assistance Rates
. (Percentage of Poverty Line - Alberta)
solution for
“welfare 60 -
depent 50
dency”. 401
In 304
Canada, 201
welfare 101
recipients 0
onaverage Single Single Couple, 2
receive Pareht, 1 children
40% of the child
poverty Source: National Council of Welfare, 2002
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Obviously, the goal of moving
welfare recipients into employmentis
desirable socially as well as economi-
cally, and should be one of the two
goals of social assistance programs.

However, the privatization
argument oversimplifies the situation.
First of all, there are two types of
social assistance recipients. In
Alberta, about 40% of recipients are
considered employable. Therestare
considered unemployable for avariety
of reasons. They may have physical
disabilities or mental health difficul-
ties. They may be a single parent with
avery young child. Itis important to
viewthese men andwomen as equally
importantin our society, buta
program designed to minimize public
assistance and shift to private charity
and employment will not work well for
this population.

While there is strong debate
about an appropriate definition of
unemployable, and what options may
exist to provide employment for
people currently perceived as “unem-
ployable”, that is beyond the scope of
this booklet. The booklet accepts the
current approach to employability for
simplicity sake, and should not be
misunderstood as acceptance ofthe
approach.

Adiscussion about social
assistance mustrecognize the
inherent differences between the two
populations it serves, and the
strategies employed must be appropri-
atetoeach.
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Unemployable Recipients

The strongest argumentin favour
of providing adequate income support
to people considered unemployableis
the social justice argument. It can be
considered our collective obligation to
ensure away forthese citizens to live
and survive. Eventhose who argue
for privatization acknowledge this
portion of the argument.

However, it is still valuable to
look at the impact of social assistance
to this population. What would be the
impact upon our economy if social
assistance did not exist? Or if the
amountrecipients received was
lowered?

Currently, recipients receive less
than half of the poverty line. While
hardly a sizeable income, itis large
enough to provide some level of
independence. Mostrequire supple-
mentary assistance, from families,
charities or organizations such as the
food bank. Still, they are, for the
most part, able to maintain modest
accommodation.

If no such minimal level of public
supportexisted, the demand on
charities and private organizations
would expand dramatically. Some,
such as the right-wing think tank
Fraser Institute, consider this a good
thing. They argue charities and
organizations can operate income
security more efficiently.

This argument falls down very
quickly however. While on a macro-
level charities operate more cheaply
than government programs, there is




more to efficiency than cost.

Charities and private organiza-
tions do not have the infrastructure
toensure allwho need assistance
receive it. Their approach is, by
necessity, piecemeal and smaller scale.
Whatthis meansis thatalarge
percentage of people currently
receiving public assistance would fall
through the cracks and receive no
help from any source. Also, charity
revenue sources are less stable and
more susceptible to economic
downturns and whims of public
opinion. This, too, reduces their
overall efficiency and effectiveness.
They are unable to provide consistent,
uniform coverage for those in need.
Thisis arole for government, which
has the infrastructure.

If publicincome assistance
ceased to exist, another consequence
would appear. People currently finding
away to scratch out an independent
life in the community would no longer
be able to do so. The inevitable
fallback is institutional settings. More
individuals would end up in various
institutions such as prison, acute
hospitals, mental hospitals and
nursing homes. Housing an individual
for amonth in any of these institu-
tions is more costly than providing
assistance to allow themto live
independently.

Ultimately, society would not
save money by eliminating public
assistance. Much of the cost would
simply transfer to private charities.
Government expenditures would likely
increase due to added burdenson

their institutional programs.

This same logic builds an
argument for increasingincome
support benefits for people considered
unemployable. Itis well documented
that the current system allows people
to fall through the cracks. A portion
of people in need fall into crime or
end up ininstitutions. Anincrease in
supportlevels would lower the
incidence of these negative effects,
and thereby end up saving more
money. ltwould also lower depen-
dency on charity, and allow philan-
thropic funds to be redirected to
other social needs.

Unfortunately, no one has
conducted arigourous examination of
the economic advantages provided by
adecent, humane social assistance
system (an indication of the low
priority afforded this vulnerable
population). Our focus in Canada has,
sadly, only been on the price tag, not
the economic benefits that come from
keeping people independentand
healthy.

Employable Recipients

Butwhat aboutthose who are
considered capable of work? Whatis
the impact of providing social
assistance to this population?

The first necessity is to debunk
the stereotype that welfare recipients
have long term dependencies. Two
longitudinal studies of social assis-
tance recipients demonstrate a high
level of mobility and varying levels of
benefitdependency.
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The reallity is that employable
recipients seemto move back and
forth between employment and social
assistance. In a study of Alberta
recipients, an average of 45% of
recipients had paid employment at
some period during a calendar year
(Shillington, 1998). The employment
was low wage, unstable work. But
there is no evidence to claim that
welfare recipients do not want to
work.

The problem identified by the
Alberta study is that the work didn’t
pay enough to allow the person to
getahead, and sowhenthejob
disappeared, reliance on social
assistance was again the only option.
Infact a sizeable portion of recipients
held ajob and received social assis-
tance benefits at the same time due
toinadequate wages. Thisisa
problem of wage levels, not social
assistancelevels.

The strategy of cutting benefit
levels and reducing rates by cutting
people off welfare has not panned
out. It was based on the theory that
by removing welfare dependency;,
these people would turn to gainful
employment. This has notbeenthe
case. Studies in Ontario showed that
of people cut off the welfare system,
only 28% found employment (Canada
and the World Backgrounder, 1996a).
The question iswhat happensto the
remaining 72%7?

They tend to move to other
jurisdictions or turn to charity for
help. When Alberta cut welfare rolls
inthe mid-1990s, food bank usage
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doubled. In Toronto, demand for
homeless shelter beds jumped 47%in
the year that the Ontario government
cutwelfare recipiency. Atthe same
time, the provincial budget for
homeless shelters had to jump 16%
toaccommodate the demand. The
resources required to support people
in need of income supportdoesn't
disappear. It shifts.

Work for welfare (sometimes
called workfare) is also a failure,
economically. Programsto make
people work for their welfare cheque
are economically unviable. U.S.
research shows thatworkfare costs
between $1,000 and $7,000 more
per recipient than passive income
support (Canada & the World
Backgrounder, 1996b). This mightbe
worth the money if it was effective in
helping people find employment, but
it is not. Quebec found that after 10
years of work-for-welfare programs,
that it had no impact on ability to
find stable employment.

Recentresearch is showing that
the most effective way to lower
dependency on social assistance and
move people into stable employment
is to increase the value of work. Pilot
programsin three provinces were
established in the mid-1990s that
turn work-for-welfare on its head. For
recipients who found employment, an
“earnings supplement” was provided
toincrease the value of their employ-
mentwages. So, in effect, rather than
losing their benefits upon finding a
job, or working for basic welfare
benefits, the recipients were able to




earn more money by working.

Thefindings have beenvery
clear. Making work pay more leads to
higher levels of employmentand
longer durations of employment. And
the interesting economic side-effectis
that total costs of the program were
less than if the old system remained.
In other words, more people were
working, and even with a govern-
ment-provided supplement, costs
wentdown. (SRDC, 1996)

It appears that the strategy of
“punishing” social assistance recipi-
ents into self-sufficiency is a failure
economically. The more economical
approachisto find a way to put more
money in their pocket and assistthem
in making the transition to employ-
ment.

3. MinmumWage

Atfirst, the issue of minimum
wage may not seem like a publicly
delivered social program. Ina
traditional sense itis not. But the
minimum wage is akey strategy in
establishing a minimum level of
security for working people. Itisa
public guarantee of the amounta
worker has the rightto earn when
employed. Inthis manner, itisa
public interference in the marketplace
with an explicit goal. That goal is
identical to unemploymentinsurance
orwelfare. In this case the target
audience is lowwage workerswho are
employed.

There is quite a bit of range in
minimumwages. The U.S. has set

their minimum wage at $5.15 ($8.10
Canadian). Canadahasten provincial
minimums ranging between $5.90in
Albertato $8.00in B.C. Britainis
3.6 pounds (about $6.60 Canadian).

The core of the argument about
mimimum wage is that governments
should notincrease them, because
increasing the minimumwage reduces
employmentin service sector indus-
tries. Those thatwantan increase
defend it based upon social justice
arguments. These arethe same
positions asin other private vs. public
debates.

Butagain, there is an economic
argument forincreasing minimum
wages. Acomprehensive examination
of minimum wage hikes in various
U.S. states showed consistently thata
rise inthe minimumwage ledtoan
increase in total employment or no
effect on employment. While the
increases were modest, they clearly
contradict the belief that a higher
minimumwage leadsto less employ-
ment.

Raising the minimum wage also
has little or no effect on the overall
business environment. It has no effect
on the number of food service
outlets, for example, or on the overall
stock price and profitability of
companies most affected by the
increase.

Finally, the cost of the minimum
wage appears to be transferred by the
employer to the customer, through
price increases. It should be noted,
however, thatthese increases are
small. Itis estimated a 90 cent
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increase inthe minimum caused a
one-time increase in prices of 0.3
percentin affected industries (Card
and Krueger, 1995). This amount is
insignificant on the economy asa
whole.

A second positive affect of a
higher minimumwage isithas a
ripple effect for workers just above
the minimum. This ripple causes their
wages toincrease proportionally as
well. However, it quickly fades out,
and so cannotbe seenasleadingtoa
generalincrease inwages.

The LivingWage

These facts apply to relatively
smallincreases inwage minimums.
What would the effect be of a larger
increase onthe economy? Some
observers have called for “living
wage” policies, which call on govern-
ments to require contractors to pay a
living wage to their workers. A living
wage is substantially higher than the
minimum, calculated to ensure a
worker receives awage capable of
keeping them out of poverty. Critics
argue this kind of policy would
greatly escalate the cost of doing
business and lead to less investment
and fewer jobs.

Studies of U.S. cities that have
implemented living wage policies show
no such outcomes. After the imple-
mentation of the policy, the costto
produce goods and services (in
affected industries) went up between
0.5% and 1.8% (Pollin & Luce,
1998). Thisincrease is unlikely to
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substantially impact the level of
investmentand employmentin the
€conomy.

In reality, cities that implemented
the policy found a net gain on their
economic growth. Thisis attributed
tothe increased wages paid to the
lowerincome workers inthe area,
adding to their purchasing power and
net contribution to the economy.

One final benefitis reduced
govemmentexpenditures and
increased government revenues from
income tax. The cities found that for
each affected worker, government
subsidies decreased between 20%
and 40%, and tax revenue increased
by approximately the same amount.
This shiftfrees up financial resources
for other purposes and reduces the
overall burden on the economy.

Farfrom being a job destroyer,
ensuring decent wages for the bottom
income earners appears to have a net
benefit for the economy. Policy
makers in Canadawould be well
advised to consider the value in using
minimum wage and living wage
strategies to both increase the income
security of low wage workers, but
also bolster the overall strength of the

economy.

PubliciIncome Security

Active government efforts to
ensure income security appear to have
cleareconomic advantages. By
ensuring a stable guarantee of
income, governments can stabilize
their economy and actually generate




greater levels of economic activity
than by leaving the market to resolve
incomeissues.

Income security programs are by
their nature an interference in the
market. Butthe interference seems
more than justified by the overall
economic benefit derived fromit. And
this is not to mention the achieve-
ment of important social policy goals
aswell.

Canadaandthe U.S. have
adopted income security policies that
aim to minimize publicinvestmentand
maximize “disincentives” for greater
dependence. They dothis through
training, a stable and reliable level of
income support and through a goal of
making work more valuable.

Canadaand Albertawould be
well-advised to think about an
approach that makes work more
valuable and more attainable.
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D Pl Pesas

The existence ofadequate
retirement pensions for a nation's
seniorsis universally perceived as both
necessary and desirable. All sidesin
political debate realize that ensuring
that retired citizens have an adequate
income is both a socially desirable goal
and an economically prudentone.
After all, seniors without a form of
income become adrawonthe
economy. Whenthey have income,
they continue to contribute to
economicwellbeing.

Where we see the emergence of
the two sides is over who should
provide the pensions. Advocates fora
public pension plan argue, based on
principles of equality and justice, that
itis the best way to ensure all have
an adequate income upon their
retirement. Private pension advocates
argue that public pensions are
inefficient, bloated and the payroll
taxes required to pay them kill jobs.
They argue instead that private
arrangements will interfere less with
the natural operations of the market.

In recentyears, privatization
advocates have added an additional
argument to their basket —that of
financial crisis. They claim that public
pension schemes are unsustainable
with the coming retirement of the
baby boomers and that they will soon
be bankrupt. They utilize this fear to
offer privatization as the cure.

But what validity is there to
these arguments? Whatisthereal
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effect of public pensions onthe

economy?

The Public Private
Continuum

There are four possible ways to
ensure an individual’s retirement
income. The government can provide
atax-funded flat-rate monthly pension
to either all citizens over a certain age
or to seniors without a sufficient level
of personalincome (income-tested).
Second, the government could fund
anemployment-based pension scheme
through mandatory payroll deduc-
tions. Third, specific employers can
provide a pension plan funded by
employer and employee contributions,
and managed privately. Fourth,
individuals can finance their own
retirement through savings, invest-
ments or, more commonly, through
Retirement Savings Plans (RSPs).

The first two methods would be
considered public, the latter two
would be private. While governments
often subsidize private pensions
through preferable tax treatment
(contributions tax sheltered), the
administration, managementand
funding of the pension are privately
controlled.

Canada has all four tiers in our
pension system. We provide Old Age
Security (OAS) to all seniors (witha
tax clawback from higher income




seniors) and a Guaranteed Income
Supplement (GIS) tolowincome
seniors directly from the government.
The Canada Pension Plan (CPP)isa
mandatory contributory employment-
based scheme funded by employers
andworkers. Employers and workers
canalso choose to purchaseem-
ployer-based pension plans or RSPs.

By comparison, the U.S. only has
three tiers. They have a mandatory
employment-based public pension
plan, called Social Security, and the
two private options.

Thereisawide range between
nations on the private-public con-
tinuum, as shownin Table 8. Thereis
also alarge difference between
nations between their contributory
portion and the portion paid directly
by the state. Direct state financing is
an indication of universal or means-
tested pension programs provided
regardless of work history.

The U.S., Chile and Switzerland
show low levels of direct public
investmentin pensions, and lower

Table 8: Pension Finance

overall public participation. Atthe
other end lie Denmark, Finland, and
New Zealand. Canadalies somewhere
in the middle, with higher than
average public financing —this is due
toOASandGIS.

Pension systemsthathave a
lower proportion of public involve-
mentare more expensive. The U.S.
spends about 9.4% of its GDP on
pensions intotal. Chile is at 18.2%
and Switzerland the highestin the
world at 21.0%.

However, there is no consistency
among countries with larger public
pensionschemes. Canada’s expendi-
ture is one of the lowest at 5.3%.
However, other nations, such as
Sweden and Denmark, spend more
than 10%.

The range in pension expendi-
tures is due to the wide range of
benefit entitlements from systems
around the world. Sweden, Finland
and other European nations offer
pension benefits that are consistently
at higher levels than Canada orthe
us.

PublicSpendingas Total Spendinga

% of tota GDP
Canada 53 53
United States 14 94
Denmark 85 10.0
Sweden 40 16.9
Switzerland 12 21.0
New Zealand 98 7.4
Chile 28 18.2

Source: International Labour Office, 2000
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Onthe surface it may seemthat
you getwhat you pay for in pensions,
but a more closer examination will
show that this is not necessarily the
case.

Comyparing Public Pensions

Table 9 shows the contribution
rates for selected countries public
employment-based pension plan.
Canada has among the lowest
contribution rates in the world for its
public pension plan.

Whatis the reason for this? In
part the answer is the level of
benefits. CPP covers approximately
25% of aworker’s previous earnings.
Germany provides a pension of about
75% of past earnings. In Sweden,
retired workers receive up to 90% of
their pastwork income. The U.S.
provides 40% replacement. (U.S.
Social Security Administration, 2001)

The Canadianfigure, however, is
misleading. OAS replaces 15% of
employmentincome for the average
retired worker, bringing the total
Canadian benefit to about 40%,
comparabletothe U.S. level.

Table 9: Pension Finance

The conclusion from these
numbersis thatboth the U.S. and
Canada offer much poorer benefits to
retired citizens than most industrial-
ized nations. But that comparing
these two countries, Canada offers a
much more cost-effective pension
plan, leading to a comparative
advantage withthe U.S.

Much of the comparative
advantage arises out of Canada’s
decision to shift a portion of retire-
ment expenditures to general rev-
enues, and away from payroll taxes.
Evenifthe cost of OAS was applied
to payrolls, Canada’s pension system
would still be cheaper than the U.S.

Canada’'s CPP/OAS costs less,
and delivers approximately similar
benefits than the United States.
Canadian employers have another
source of costs savings when com-
pared to their U.S. counterparts.

The Costof Private Pensions

Some may argue that our system
could be made cheaper yet by shifting
to greater reliance on private pension
arrangements. However, this argu-

Country Enployer Portion Enployee Portion
Canada 4.7 4.7
Germany 9.75 9.75
Norway 141 7.8
Sweden 18.86 6.03
United States 6.2 6.2

Source: U.S. Social Security Administration, 2001
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ment turns out to be wrong. Private supposed to save the country millions

pensions costmore. of pesos and make retired workers
There are three fundamental more secure. Unfortunately the
problems with private pensions that opposite has happened. Workers are
undermine their economic advantage. receiving lower benefits and the
First, private pensions are very systemis chewing up more employer,
capable of providing supplementary worker and government money.
income to workers in the plan. One ofthe central reasonsiis
However, if public pensions were administration. In Chile, administra-
eliminated and the only source of tion accounts for 15% to 20% of
retirementincome were private plans, contributions. By contrast, Canadian
they would fail to provide comprehen- and U.S. public pensions have
sive coverage. administration expenses of less than
Currently in Canada, only 37% 2%. (Century Foundation, 1998)
of workers are enrolled in private, Actuaries in Chile have deter-
employer-sponsored pension plans. mined that workers’ rate of return
The remaining 64% will have no underthe new scheme have been
private pension. (OECD, 1995) lowered dramatically. Under a public
Also, private plans tend to system, their contributions would
reward higherincome earners more, have earned 12.7% between 1991
and lower income earers less. Public and 1995. Their real rate of return
pensions provide a higher base under the privatized systemwas
income, and reduces inequalities 2.1%
between income levels (Figure 10). Comparisons within Canada are
The second flaw s that private also available. Figure 11 shows the

plans are administration heavy. Much administration differences between
evidence exists of the more expensive CPP and private, employer-sponsored

nature of private plans. During the pension plans, and the average cost
Pinochet

years, Chile Figure 10: Pension Income by
privatized Employment Income Level
their pension $25,000

establishing $15,000 1

asystemof $10,000 1

private funds $5,000 1

tohandle g0 1Al e
Work_er «5;996 Fg@@ F;g& 5@9% ﬁz@& 5?%9% 59@000
mu o Sg@@ sfgg% 5;,0900 %‘9900 s;?&e o
tions. ltwas Source: OECD, 1995
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run out before
Figure 11: Pension Administration Cost the retired
(Per Worker, per year) worker dies
5250 Thesame
Finance study
$200 i
points out why
$150 employer-
$100 Spomored ;
. pnvate pension
50 '
plans can't
%0 — match public
CPP Private Pension pensions While
Source: Department of Finance (James) , 1997 theyare desir-
: Dep : ableand useful
income supple-

perworker. Expenses are $190 per
year more under private pensions.
Thisis money that is eaten up by the
company, andis not available for
investing for the benefit of the
worker.

The third weakness of privatized
plansis thatthey do less well at
ensuring the stable financial position
of the retired worker. Returning to
Chile, the United Nations calculates
that 40% of Chilean retirees under
their privatized system will notearn
enough pensionincome to survive,
and will require additional support
from government, counteracting any
governmentsavings from
privatization.

Back athome, a Federal govem-
ment Department of Finance working
paper determined that a privatized
pension scheme would not be in our
bestinterest because private pension
schemes do a poor job of providing
benefits for a long life expectancy. In
otherwords, private pensions tend to
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ments, they are “an imperfect
substitute for a mandatory public
plan. Thisis because amandatory
public plan achieves the greatest
possible actuarial risk pooling,
provides for full portability, indexes
againstinflation and covers both
employees and the self-employed.”
(James, 1997; 35)

In other words, public plans
spread the risk around, and are
therefore able to provide better
benefits, with lower administration
COsts.

Private plans costmore, and
ultimately are unable to offer the
same level of benefits to the worker.
Private plan contributions are higher,
taking money away from other
economic uses, and benefitsare
lower, providing less spending power
for retired workers. In total, public
pensions provide the better economic
value.




The Catch-22 of RSPs

Of course, RSPs address some of
the flaws of a privatized pension
scheme. They have low administrative
costs, for example. They are flexible
and can be carried by aworker from
employer to employer. As aresult,
many observers callforenhanced RSP
savings. They claim that RSPs not
only ensure a secure retirement, but
also that the extra savings, usually
invested inthe economy to earn
interest, help spurthe economy.

Unfortunately, RSPsend up
looking like the least desirable option,
for three reasons.

First, RSPs don't seemto spur
additional savings and thereby
increasing the investment pool.
Studies are showing that rather than
put additional savings into RSPs, most
people simply shift their savings from
other sources to RSPs, creating zero
effect on the economy. (Merette,
2002)

Second, RSPs sufferfromworse
highincome bias than employer plans.
Despite lucrative tax shelters, only
higherincome earners are investingin
RSPs (Table 10). Only 8.4% of people

Table 10: RSP Contributions

with incomes under $20,000 invest
in RSPs, while 76.6% of those with
incomes over 100,000 have RSPs.
This means, that come retirement,
only those who have had higher
incomes will have sufficient money set
aside for retirement.

Third, RSPs cannotguarantee the
level of the benefit. Unlike CPP or
mostemployer plans, the pension
amountis not calculated based on
income and years of contribution. Itis
determined by how much moneyisin
the account on the day you retire.

When the stock market slumped
in 2001, those depending upon RSPs
for their retirement were shocked by
the results. People intending on
retiring were required to postpone
their retirement indefinitely, until their
portfolio regained its value (Kuttner,
2001). Either that or accept a much
reduced pension.

Imagine having aretirement date
of September 15, 20017 If the stock
market plunges, so does your
pension.

While they seem like a quick
pension fix, RSPs end up falling far
short of the goal of ensuring ad-
equate pensionincomes, or of the
goal of spurred economic activity.

InooreLed % Who InvestinRSPs Average RSP

Caontribution
Under $20,000 8.4% $1,610
Under $50,000 22.4% $2,598
Over $50,000 69.4% $6,369
Over $100,000 76.6% $12,326

Source: Stanford, 2001
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Does CPP Have aFuture?

Of course, the trump card by
privateers is that CPP won'tbe
around in twenty years, so we have
no choice. A scary thought, without a
doubt. They state that with the baby
boomers retiring, the CPP account
will be emptied and we will have no
public pension left.

Butitdoesn’t hold much water.
CPP contributions have beenrisingin
recent years, and will top outin 2003
at 9.9% total employer/employee
contributions. At that level, the CPP
fund is projected to be fully funded
and actuarily sound to at least 2030
—well after the boomer bulge of
retirements. (Merette, 2002)

The latest Actuary Report of the
CPP, releasedin 2001, is very clear.
“The Plan s sustainable over the long
term, as itis projected that there will
be more cash inflows than outflows
over the entire projection period [to
2075]".

In other words, CPP isin fine
shape atits current level of funding,
and workers can count on its pres-
ence whenthey retire. Thereis no
reason to consider privatization.

An Argument For
Higher Benefits

Quite the contrary from
privatization, there is a strong
argument for increasing the level of
public pensions, both OAS and CPP.
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When compared to other industrial
nations, Canada’s level of pension
benefits is low. We replace amuch
lower portion of aworker’s income
when they retire.

There are, of course, strong
social justice arguments in favour of
higher benefits. Butthere are also
three strong economic arguments, as
well.

First, by giving more money to
seniors, it has been shown that
spending on goods and services will
increase. Seniorstendto save less
than younger citizens, meaning they
spend a higher proportion of their
income directly inthe economy. A
transfer to retired workers will lead to
higher consumer spending, and
therefore lead to greater economic
growth and more jobs.

Second, newresearchis showing
that rather than being a drain on the
economy and a burden to younger
workers, the coming wave of retirees
will actually spur enhanced economic
growth and increase theincome levels
of younger workers. (Merette, 2002)

The reason for thisis that the
pressure on job markets from the
exiting of baby boomers willincrease
the wages of those remaining inthe
workforce. The relative shortage of
workers in comparison to the job
supply—caused by increased retire-
ments —will require employers to pay
more to attract and keep employees.
Thisincreased income will then lead
to greater economic activity.

The third argument returns us to




the comparison of public and private.
Increased public pension levels reduce
the need for private pension options.
If public pensions provide adequate
income replacement, then employers
and workers are less likely to establish
private plans and RSPs (OECD,

2000). Since public pension contribu-
tion rates are lower and more
effective, this will free up additional

money for workers and employers to
use elsewhere inthe economy.

The added efficiency of public
pensions will likely offset the extra
payroll tax and income tax burden
caused by enriched benefits. Thisis
how Canada could increase our
competitive advantage in the area of
pensions.
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E Wokes Compensation

Workers Compensation for
workplaces injuries (WCB) is almosta
century old, and it seems to have
succeeded inmaking everyone
unhappy. Employers chafe at the cost
of the system and workers are
unhappy with claim adjudication and
benefitlevels.

Recently, some voices have been
heard calling for privatization of the
WCB. They argue that benefit rates
are too rich and the resulting pre-
mium rates —essentially a form of
payroll tax on employers — stifle
economic growth and that a private
system could be operated cheaper. On
the other side of the debate, some
worker advocates are calling fora
return to the court-based lawsuit
system to attain compensation, which
is another form of privatization.

Alook at the economics of WCB
quickly demonstrates that a publicly
operated WCB systemis more
effective, and actually benefits the
economy compared to either priva-
tized option.

Private/Public Continuum

Every industrialized nation has
some form of regulated, mandatory
compensation for workplace injuries.
Most European nations, such as
Germanyand Sweden, possessa
disability income program that
providesincome replacement,
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regardless of the origin of the injury
or disability. These programs are
funded through tax revenue, or
through payroll tax levies on employ-
ers.

Canadaalso hasanexclusively
public WCB system. Canada has, in
effect, 12 separate WCB systems as
each province operates its own Board.
However, the model used across all
provincesisidentical. Canadahas a
mandatory public WCB that holds
exclusive jurisdictionin the area.

Somejurisdictions have ablended
public/private system, where a public
WCB operates in competition with
private insurance plans. Sometimes
the public WCB is aninsurance
provider of last resort for employers
who are refused by all private plans.
Many U.S. states have a form of this
model.

Otherjurisdictions have no public
body at all, and simply regulate the
provision of private insurance plans.
Employers have the freedomto
choose which planto join, or to self-
insure insome cases.

No country leaves the resolution
of workers’ compensation to the
courts.

The Costof Private WCB

The European approachto
disability insurance differs widely from
the North American model. Canada




goesdirectly
Figure 12: WCB Premium Rates (per toinjured
$100 insured payroll) workersin
the form of
$5.00 1 benefits and
$4.00 | services. In
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Source: WCB-Alberta, 1998 Thisis dueto
the need for
U.S. private

andthe U.S. have similar systems—in
terms of what is covered and how —
differing mostly on whether the
delivery is private or public. This
makes the U.S. a strong comparison
case for the efficiency of either
system.

The starting place to determine
which is more efficientis to look at
premium rates. Figure 12 shows the
highest, lowest and other selected
premium ratesinthe U.S. and
Canada. It shows quite clearly that
premium levels are markedly lower in
Canadathaninthe U.S. Seventeen
U.S. states have premium rates higher
than Canada’s highestrate.

There appearto be three reasons
for the difference. First are adminis-
tration costs. Administrative expendi-
turesin U.S. jurisdictions are gener-
ally higher than in Canada. The WCB
in Nova Scotia calculated that 80%
of compensation fundingin Canada

plans to make a profit and to pay
taxes.

The secondreasonisthat
Canadian plans, by providing near
universal coverage under one plan,
can perform a better job of pooling
risk and keep premium rates down
(Dorgan, 1990).

The third reason s the lower cost
of health care in Canada. While WCB
pays directly for health services,
separate from Medicare, it still
receives the benefits of the efficien-
cies inthe public health system. U.S.
plans pay additional amounts for
health care due to the private nature
of their system.

Studies examining jurisdictions
that have moved from public WCB
systems to private plans have shown
that the switch leads to higher
premium rates in most cases (Dewees,
2000) And another study comparing
W(CSB costs in Ontario and B.C. with
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the U.S. demonstrated higher
efficiency and lower costs in the two
Canadian jurisdictions (Thomason &
Burton, 2000)

Itis very clear. Public WCB
systems lower payroll costs for
employers. This lower level of payroll
taxation provides Canada with
another layer of competitive advan-
tage overthe U.S.

Benefits to Workers

Itis possible that the Canadian
WCB systemis cheaper because it
provides lower benefitlevels to
workers. Researchinto comparative
benefitlevels disproves thistheory as
well. Canada has higher benefitlevels
thanthe U.S.

Figure 13 shows the difference in
total benefit coverage for injured
workers under three regimes: Cana-
dian WCB, U.S. WCB and disability
insurance. U.S. WCB plans typically
pay only two-

is no evidence to suggest that
Canadian WCB is any more likely to
refuse claims or try to minimize claim
costs by forcing workers back to
work early.

Ifanything, there is evidence that
this problemis greaterinthe U.S.
Thisis due to the fact thatin com-
petitive regimes, the employer is free
to choose the compensation plan that
best suits their needs. The needs of
the employer are not necessarily the
interests of the worker. In addition,
the private insurer has a built-in
incentive to keep the employer happy
or face the risk of losing the business.
This could all lead to greater pressure
onworkers and more denied claims.

A Returnto the Courts?

There has been agrowing chorus
of people, including injured workers,
calling for workers to regain their
rightto sue employers for workplace

thirds of Canadian
rates, and private
disability insur-
ance, suchas
LTDI, offer only
about 80% of
Wha_tworkers Private U.S.
receive under WCB
WCB.

Despite
legitimate con-

Private
Disability
Insurance

Public WCB

Figure 13: Worker Benefits
(as a Proportion of Public WCB Benefits)

cernsfrom 0
workers about

20 40 60 80 100

claimacceptance
and appeals, there
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Figure 14: Average Settlement for
Permanent Facial Disfigurement

Court Award

W CB Benefit

injury. They
argueitwould
allowworkers
toreceive $35.000
. $30,000
bigger $25,000
settlements $20,000
thanWCB $15,000 +—
$10,000 +—
rules allow._ $5.000 -
Thereis $0
no doubt that
the WCB
systemis
cheaperforthe
employer. The

protection from costly lawsuits is an
economic gain for the employer. But
what about the worker?

The cost oflawyers and legal
proceedings in the courtis enough to
make court-based compensation
unrealistic for most workers. Most
would simply not have the money to
finance such alawsuit. But setting
that reality aside, there is evidence
that the benefitlevels provided by
WCB are comparable to settlements
from court actions. A comparison
study of facial disfigurement cases in
Ontario shows that WCB pension
benefits would pay more thana
worker is likely to receive in the
courts (Figure 14).

Publicly run WCB, despite its
problems and weaknesses, still offers
astrong economic benefitto injured
workers. It provides higher benefits
and a greater level of security and
immediacy than the courts.

Source: Hyatt & Law, 2000

The EuropeanPath?

The fact that public WCB is
economically more viable and desir-
able than private workers compensa-
tion should not make Canadians
complacent. Workers have many valid
concerns with the state of our WCB
system. Complex cases befuddle case
managers, modified work is rife with
problems and biases toward employer
interests still plague the system. What
we now know, however, is that a
move to privatize is not the answer.

But what of a shift toward the
European model of amore universal
system not tied to origin of injury?
Thereis no comparative research
available onthe European model
versus the North American model.
European systems appear more
expensive on the surface, butthey are
more comprehensive intheir coverage
and benefitlevels are higher on

average.
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The key advantage might be the
shift from payroll taxes to general tax
asasource of revenue forthe
program. Itis likely this shift could
resultin added economic efficiencies
for employers and workers.

Research by the Roeher Institute
suggests thata comprehensive
disability income support program,
replacing WCB, CPP-Disability and
other income support programs for
people with disabilities would be less
expensive and more adequately cover
income loss due to disability. The
system would cover more people with
disability and injury, would even out
the large income inequalities between
people with disabilities and would
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lower overall costs.

The comprehensive program
would be cheaper because much of
the expense in WCB currently is due
to claims adjudication and determin-
ing if the injury is “work-related”.
This layer of administration would not
be necessary. ltwould also eliminate
the duplication of administration
foundin CPP-Disability, WCB and
other programs.

Rather than debating whether
WCB should be privatized, which is
clearly an economic dead-end,
Canadians should be engagedina
debate about howwe can more
effectively deliver disability income
supportina public system.




Conclusion:

Climbing Offthe Merry-Go-Round

The debate leading nowhere now
has somewhere to go. Defenders of
public services can climb offthe
merry-go-round and begin to build an
alternative to privatization based in
sound ethics and morals aswellas
sound economics.

The case of economic superiority
made by advocates for privatization
turns out to be more of amesh bag—
more holes than substance. And with
this knowledge the era of parallel
debate leading nowhere can cometo
anend.

Inallfive areas examined here,
providing services through a public
model offers Canada and Albertaa
strong economic advantage. Public
delivery of health care, education,
income security, pensions and WCB
costs less and provides more. ltisa
classic case of economic efficiency. To
the extent that Canada has adopted
public delivery, we gain a clear and
distinct competitive advantage,
especially over nations that use
private delivery to a greater level.

Butwe should not be compla-
cent. The pastdecade hasbeena
hard one for public services. Much of
the economic benefitmeasured has
beenwatered down by cutbacks,
reforms and encroaching
privatization. In some areas, such as
income security, we have already lost
our advantage. In others, such as

health care and pensions, the impact
isweakening.

We have the choice of two paths.
We can continue down the road of
shortterm calculation, and receive
the temporary tax cuts and the
illusion of individual choice. The
consequence, however, will be lower
economic growth and fewer jobs in
the long run. Our recessions will be
deeper andlonger, our spending
power lessened. We willend up
paying more individually to receive
fewer and lower quality services.

Orwe can choose to look at our
economic prosperity in the long term.
By taking the effort to offer strong
public delivery of servicesin health
care, education, income security,
pensions and WCB, we can rev our
economic engine and benefitfrom
more jobs, higher wages, more stable
business cycles and more efficient
delivery of social programs. The net
result is that public programs pay for
themselves through enhanced
economic efficiency and growth. This
is especially true in the long run, but
the payoff begins right away.

A pre-requisite to changing paths
is to change our perspective. We need
to spend less time comparing our-
selves to the United States. We need
to look at other nations in the world
and see what innovative strategies
they employ. Ifwe focus onimple-

The Other Compev Advantage



menting strategies and programs that
deliver the greatest public good in the
most effective manner, then our
competitive advantage overthe U.S.
would grow larger, leaving no need to
concern ourselves with their ineffi-
cientway of doing things.

We need to stop looking in our
rearview mirror at what the U.S.
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does, and instead look at the road
ahead of us and to where we can go
if we strengthen our economy
through efficient public delivery of
services.

Thatis the other competitive
advantage. And it is waiting there for
us to take it.
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